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PROBLEMS OF HIGH INTEREST RATES
RALPH WALDO EMERSON SAID IT 180 YEARS AGO: "MONEY OFTEN
COSTS TOO MUCH.
MONEY COSTS TOO MUCH TODAY. WAY TOO MUCH.
THAT IS NOT OUR ONLY PROBLEM. WALL STREET IS OBVIOUSLY
NOT CONFIDENT THAT THE PRESIDENT S ECONOMIC RECOVERY PROGRAM
IS ON THE RIGHT TRACK.
AS ONE WIT ONCE SAID, "ANYONE WHO THINKS THERE IS
SAFETY IN NUMBERS HASN'T LOOKED AT THE STOCK MARKET PAGES."
THE UNDERLYING CAUSE OF SO MANY OF OUR PROBLEMS IS THE
RATE OF INFLATION. THE SYMPTOM, AND PART OF THE DISEASE,
IS HIGH INTEREST RATES.
- THE PROBLEM THAT PEOPLE IN WASHINGTON FACE ON THESE ISSUES
IS EVIDENT: WHEN INFLATION IS HIGH, THE HEAT IS ENORMOUS TO
LOWER IT,
WHEN INTEREST RATES ARE HIGH, THE HEAT IS ENORMOUS TO
LOWER THEM.
UNFORTUNATELY, IT IS DIFFICULT TO DO BOTH AT THE SAME TIME.
OPTIONS ARE LIMITED.
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CONGRESS HAS BEEN STUDYING VARIOUS PROPOSALS REGARDING
INFLATION, INFLATIONARY EXPECTATIONS, AND THE DEMAND FOR MONEY AND
CREDIT RELATIVE TO THE SUPPLY. THESE ISSUES HAVE DOMINATED THE
97TH SESSION.
IN RECENT YEARS, THERE HAS BEEN INTEREST IN CONTROLLING
THE MONEY SUPPLY TO CONTROL INFLATION. BORROWING AND SPENDING
ARE CURTAILED. KEEP IN MIND THAT ONLY TWO THINGS CAN CONTROL
INFLATION: LIMITING THE SUPPLY OF MONEY AND BALANCING THE BUDGET.
BY .CURTAILING INFLATION, CREDIT WILL BECOME MORE AVAILABLE.
INTEREST RATES WILL MODERATE OVER THE LONG RUN. PAUL VOLCKER,
CHAIRMAN OF THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM,
MADE IT CLEAR THAT THIS WAS HIS VIEW DURING RECENT TESTIMONY.
HE SAID MANY OF THE ACCUMULATED DISTORTIONS AND PRESSURES
ON THE ECONOMY COULD BE TRACED TO OUR HIGH AND STUBBORN
INFLATION. DEALING WITH INFLATION WAS ESSENTIAL FOR OUR FUTURE
WELL-BEING AS A NATION.
HOWEVER, EXCESSIVE RELIANCE ON MONETARY POLICY ALONE
CANNOT SOLVE THE PROBLEM. IT MUST BE ACCOMPANIED BY OTHER
MEASURES, A VIEW SUPPORTED BY THE FEDERAL RESERVE BOARD.
FOR EXAMPLE, BALANCING THE BUDGET IS AN ESSENTIAL PART
OF ANY INFLATION CONTROL PROGRAM. /
IN OTHER WORDS, WE MUST BALANCE THE BUDGET AND CONTROL THE
SUPPLY OF MONEY. WE MUST PUT A CAP:ON OUR NATIONAL DEBT.
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THE OBJECT OF SUCH A TANDEM OF POLICIES IS TO MAKE US
MORE OF A SAVER NATION THAN A DEBTOR NATION. MORE MONEY WOULD
BECOME AVAILABLE FOR INVESTMENT AND GROWTH.
MONEY HAS BEEN TOO EASY FOR TOO LONG FOR BOTH INDIVIDUALS
AND GOVERNMENT. TOO EASY CREDIT LEADS TO INFLATION AND A
DETERIORATING ECONOMIC SITUATION.
THE ADMINISTRATION'S PROGRAM IS BASED ON-THAT THESIS.
IT HAS DESIGNED.A HUGE PERSONAL INCOME TAX CUT AND BUSINESS
INCENTIVE TAX CUTS TO STIMULATE SAVINGS AND INVESTMENT. AT
THE SAME TIME, IT HAS MASSIVELY REDUCED SPENDING IN EVERY
AREA EXCEPT DEFENSE.
THE GOAL IS EVENTUALLY TO BALANCE THE BUDGET, AN OBJECTIVE
IT SEES AS ESSENTIAL TO BRING INFLATION AND INTEREST RATES UNDER
CONTROL.
UNFORTUNATELY, IN MY VIEW, THERE ARE MANY WEAK POINTS TO
THE ADMINISTRATION'S PROGRAM, AND MANY CONTRADICTIONS IN ITS
PROPOSALS, GOOD AS THE GOAL MAY BE.
FIRST OF ALL, THE ADMINISTRATION RECOGNIZES THAT IT WILL
BE VERY HARD TO BRING DEFICITS UNDER CONTROL. IT DOES NOT MIND
THOSE DEFICITS SINCE IT CAN USE THEM AS AN EXCUSE FOR MASSIVE
CUTS IN GOVERNMENT SPENDING.
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DAVID STOCKMAN AND MANY OF HIS COLLEAGUES SEEM DETERMINED
TO GET THE GOVERNMENT OUT OF OUR LIVES SO TOTALLY THAT THE
BENEFITS WE HAVE LEARNED TO APPRECIATE CAN BE REDUCED. OR
DONE AWAY WITH.
SOCIAL SECURITY, LOAN GUARANTEE PROGRAMS AND OTHER
ASSISTANCE PROGRAMS FOR BUSINESS AS WELL AS THE GENERAL POPULACE
ARE BEING THREATENED.
AS LONG AS THERE IS A DEFICIT, THE ADMINISTRATION CAN ARGUE
THAT IT HAS TO SLASH AWAY. --IT WANTS A DEFICIT SO IT CAN CONTINUE
TO REDUCE OR DO AWAY WITH GOVERNMENT PROGRAMS, GOOD OR BAD.
SECOND, WHILE IT CUTS THESE PROGRAMS,; ITS TAX PROGRAM IS
SACROSANCT, IT INSISTS THAT A MASSIVE PERSONAL INCOME TAX WILL
CREATE HUGE FUNDS OF NEW INVESTMENT MONEY. WALL STREET AND
MANY ECONOMISTS.DISAGREE WITH THAT.
THE PREVAILING VIEW IS THAT THE PERSONAL TAX CUT WILL TEND
TO BE SPENT RATHER THAN SAVED.
THIRD, THERE IS A GROWING AWARENESS THAT TIGHT MONEY,
HIGH INTEREST RATES AND UNRESTRICTED CUTS IN GOVERNMENT PROGRAMS
ARE A ROAD MAP TO RECESSION.
INDICATORS SUCH AS INDUSTRIAL OUTPUT ARE DROPPING. SLIGHT
DECLINES IN INTEREST RATES ARE DISCOUNTED BY SUCH ECONOMISTS AS
HENRY KAUFMAN, OF WALL STREET'S SOLOMON BROTHERS. RESPITES "ARE
NOT LIKELY TO ENDURE," HE STATES, GIVEN EXPECTED HEAVY BORROWING
BY THE TREASURY AND CORPORATIONS LATER THIS YEAR.
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SO THE ADMINISTRATION GIVES US A MASSIVE TAX CUT TO
STIMULATE THE ECONOMY AND CONTINUES TO CUT SPENDING IN AN
EFFORT TO BALANCE THE BUDGET. IT INSISTS ON NOT CUTTING THE
DEFENSE BUDGET VERY MUCH.
THERE IS.A FLURRY OF PROPOSALS TO SEEK ARTIFICIAL ANSWERS
TO OUR PROBLEMS.
MOST OF THESE FOCUS ON THE FEDERAL RESERVE SYSTEM ITSELF,
WHICH HAS BECOME THE WHIPPING BOY FOR OUR PROBLEMS.
LET ME ANALYSE THE FEDERAL RESERVE FOR A MOMENT.
FIRST OF ALL, THE FEDERAL RESERVE DOES NOT HAVE THE POWER
TO SET INTEREST RATES IN GENERAL. BUT IT DOES CONTROL THE
FEDERAL RESERVE DISCOUNT RATE. CHANGES IN THE DISCOUNT RATE CAN
INFLUENCE OTHER MARKETS.
SECOND, THE FEDERAL RESERVE CAN CHANGE RESERVE REQUIREMENTS.
WHEN BANKS ARE REQUIRED TO KEEP MORE RESERVES, LESS MONEY IS
AVAILABLE TO LEND OUT.
THIRD, THE FEDERAL RESERVE CAN INFLUENCE THE MARKET AND
INTEREST RATES THROUGH ITS OPEN MARKET OPERATIONS, WHICH IS
ONE REASON :THERE ARE EFFORTS TO MAKE THE OPEN MARKET COMMITTEE
MORE SUSCEPTIBLE TO ECONOMIC INFLUENCES.
THAT IS THE EXTENT OF THE FEDERAL RESERVE'S POWERS IN THIS
AREA, LARGE AS THEY ARE. INTEREST RATES ARE PRIMARILY DETERMINED
BY THE MARKET AND BY ACTIONS OF EITHER BORROWERS OR LENDERS. THERE
ARE ECONOMIC AND PSYCHOLOGICAL FACTORS INVOLVED AS ONE CAN
SEE BY THE REACTION OF WALL STREET TO THE ADMINISTRATION'S PROGRAM.
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BUT NONETHELESS, MANY PROPOSALS AFFECTING THE RESERVE HAVE
MERIT, AND WE SHOULD PURSUE THEM WITH VIGOR.
THERE ARE A NUMBER OF CONGRESSIONAL RESOLUTIONS WHICH
ENCOURAGE THE FEDERAL RESERVE TO LOWER INTEREST RATES WHILE
MAINTAINING FIRM CONTROL OVER THE GROWTH OF MONEY AND CREDIT.
ANOTHER RESOLUTION PROTECTS SMALL BUSINESS INSTITUTIONS,
FARMS AND THE HOUSING INDUSTRY BY HAVING THESE SECTORS BETTER
REPRESENTED ON THE FEDERAL RESERVE BOARD OPEN MARKET.COMMITTEE.'
STILL OTHER MEASURES BEFORE THE SENATE ARE DESIGNED TO
MAKE THE FEDERAL RESERVE BACK DOWN ON ITS INTEREST RATE POLICIES
AND TO MAKE IT MORE RESPONSIVE TO DIFFERENT SECTORS OF OUR
ECONOMY THAT ARE PARTICULARLY AFFECTED BY ITS POLICIES.
IT WOULD SERVE ALL INTERESTS WELL IF THE FED LET UP ON
CREDIT STRINGENCY BY ALTERING ITS WAY OF GUAGING THE MONEY SUPPLY.
IT ALSO COULD PROVIDE SOME INFORMAL CREDIT GUIDANCE TO THE BANKING
COMMUNITY SO THAT THE LATTER PUMPS MORE MONEY INTO SMALL BUSINESS)
FOR EXAMPLE, .AND LESS INTO CORPORATE TAKE-OVERS. IN OTHER WORDS,
JAWBONING.
BUT IT IS ALSO INCORRECT TO BLAME THE FED ENTIRELY FOR ALL
OUR PROBLEMS, AND THEREFORE PENALIZE IT EXCESSIVELY. WE CAN
DO SOME FINE TUNING, BUT WE WOULD BE DREAMING.i: IF WE THINK FINE
TUNING IS GOING TO MAKE MONEY READILY AVAILABLE. AND REMEMBER,
IF THERE IS ANY SILVER LINING TO OUR CURRENT SITUATION IT IS
THAT INFLATIONARY RATES HAVE DIMINISHED OVER THE PAST YEAR,
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A DUBIOUS ECONOMIC POLICY WHICH WILL PRODUCE ENORMOUS
FUTURE DEFICITS AS A RESULT OF EXCESSIVE CUTS IN TAXES AND A
DESTRUCTION OF OUR GOVERNMENT PROGRAM IS MORE TO BLAME FOR
OUR PROBLEMS. WALL STREET.HAS.MADE THAT CLEAR.
MANY GOVERNMENT PROGRAMS HAVE FUNCTI.ONED WELL TO KEEP OUR
ECONOMY, AND OUR INDIVIDUAL ECONOMIC LIVES, PROSPEROUS.
SUDDENLY YANKING SUCH THINGS AS LOAN GUARANTEE PROGRAMS.
AWAY FROM BUSINESS DOES NOT HELP THE ECONOMY.
THE BUSINESS COMMUNITY IS NOT SO SURE THAT THE ECONOMY
WILL EXPAND, AND THEREFORE, IS HOLDING BACK ON INVESTMENT DOLLARS.
IT SEES ENORMOUS FUTURE DEFICITS. ANYTHING THAT-LIMITS THE
SUPPLY OF MONEY AND CREDIT AVAILABLE FOR LENDING IS LIKELY TO
CAUSE MARKET INTEREST RATES TO CLIMB.
So WHERE DOES ALL THIS PUT US?
UNFORTUNATELY, AS..YOU ALL KNOW TOO WELL, THERE ARE 
A NUMBER
OF DANGERS ASSOCIATED WITH HIGH INTEREST RATES.
ONE IS RECESSION.
SECOND IS THAT CERTAINGROUPS OR SECTORS WITHIN 
AN ECONOMY
MAY SHARE A DISPROPORTIONATE SHARE OF THE.IMPACT 
OF HIGH INTEREST
RATES AND CREDIT SHORTAGES.
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SMALL BUSINESSES PUBLIC UTILITIES, STATE AND LOCAL GOVERNMENTS,
AND CONSUMERS ARE ALL AFFECTED. MORTGAGE MARKETS AND THE CONSTRUCTION
INDUSTRY, AS YOU ALL KNOW, ARE IN DIRE STRAITS AT THE MOMENT.
INDEED, MANY SUSPECT THAT SUCH DEVELOPMENTS ARE EXPECTED
AND ACCEPTED BY THE ADMINISTRATION. GIVEN THE CHOICE BETWEEN
A RETURN TO INFLATION AND A RETURN TO BREAD LINES, DAVID STOCKMAN
HAS TESTIFIED HIS PREFERENCE IS FOR THE BREAD LINES.
IF YOU ARE HARD-HEARTED ENOUGH, HE IS RIGHT. RECESSION,
UNEMPLOYMENT AND BREAD LINES WILL BRING DOWN INTEREST RATES
BECAUSE THERE WILL NOT BE ANY WORK TO BE DONE ANYWAY,
IF OUR ECONOMY NOSE-DIVES, YOU CAN BE SURE JOBS, WORK --
AND INTEREST RATES -- WILL DIMINISH.
WISH THERE WAS SOME SIMPLE SOLUTION TO THE PROBLEMS OF
INFLATION AND INTEREST RATES. THERE IS NOT.
BUT I DO BELIEVE THAT THERE ARE..THINGS THAT COULD BE DONE.
MANY SUGGEST THAT WE POSTPONE.PART OF THE TAX BREAK UNTIL
WE SEE MORE CLEARLY WHEN THE BUDGET WILL BE BALANCED. LET ME
ASK FOR A SHOW OF HANDS ON THIS: How MANY WOULD SUPPORT A ROLL-
.BACK OR TEMPORARY DELAY ON TAXES IF THIS HELPED INTEREST RATES
COME DOWN.
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THE ADMINISTRATION THINKS THAT THE ONLY WAY TO BALANCE
THE BUDGET IS TO CUT OUT GOVERNMENT SPENDING.
YES, GOVERNMENT SPENDING HAS TO BE REDUCED.
BUT WE CANNOT PUT THE ENTIRE BURDEN ON SLASHING THE GOVERNMENT
OUT OF EXISTENCE.
I BELIEVE THAT WHEN THE PRESIDENT WAS .ELECTED, THE AMERICAN
PEOPLE MADE CLEAR THEY WERE PREPARED TO BITE THE.BULLET AND DO
WHAT IT TAKES TO BRING OUR ECONOMY BACK TO PROSPERITY.
THE ADMINISTRATION HAS UNDERTAKEN A GREAT EXPERIMENT THAT
SEEMS TO BE HAVING TROUBLE GETTING OFF THE GROUND. FOR THE
GOOD OF ALL. OF US, IT MUST GET OFF THE GROUND.
THERE WILL BE A LOSS OF REVENUE AS A RESULT OF THE TAX CUTS.
THE ADMINISTRATION WILL NOT BE ABLE TO BALANCE THE BUDGET AS
IT HOPES TO DO.
THE U.S. GOVERNMENT BUDGET IS TOO BIG AND'TOO COMMITTED
TO ENTITLEMENTS TO BE ABLE TO CUT THE AMOUNT NECESSARY TO
BALANCE THE BUDGET.
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IS THERE NOT SOME OTHER ALTERNATIVE THAT IS NOT GOING TO
DESTROY OUR ECONOMIC RECOVERY? THAT WILL ALLOW US TO BALANCE
THE BUDGET, AND WILL NOT END SO MANY VALID ACTIVITIES IN WHICH
THE GOVERNMENT IS INVOLVED?
I KNOW IT IS POLITICALLY UNPOPULAR AND DIFFICULT TO FAVOR
A TAX CUT ROLL BACK.
THAT IS WHY THE SUBJECT IS DEALT WITH GINGERLY.
BUT MANY DO FEEL THAT WE CAN CUT NO MORE OUT OF OUR SPENDING
SIDE OF THE BUDGET, AND THAT DEFENSE SPENDING IS SOMETHING
THE AMERICAN PEOPLE WANT TO SEE INCREASED, AS INDICATED BY
THEIR VOTE A YEAR AGO, BUT MUST THE TAX CUT ALSO BE UNTOUCHABLE?
CAN'T WE SHIFT WITH THE WIND? WOULD WE RATHER SEE SOCIAL SECURITY
GUTTED, OR AGREE TO HOLD OFF ON THE PERSONAL TAX CUT, PERHAPS
ONLY A FEW MONTHS?
BOTH PERSONAL AND BUSINESS TAX CUTS CAN STAND REVIEW.
ON THE BUSINESS SIDE, NEW DEPRECIATION SCHEDULES COULD
BECOME SUBSIDIES TO BUSINESS. THAT IS, MORE MONEY IS GIVEN
OUT TO BUSINESS THROUGH TAX POLICY THAN IS TAKEN IN. THERE
ARE ALSO-SOME LEASING PROVISIONS WHICH ARE-EXCESSIVE UNDER
THE CIRCUMSTANCES. THERE ARE OTHER ITEMS, TOO, WHICH SHOULD
BE RE-SCRUTINIZED INCLUDING TAX EXPENDITURES. AFTER ALL -- 22L
YEARS AGO, CORPORATIONS PAID I*L PERCENT TAX RELATIVE TO PERSONAL
TAXES. TODAY THE FIGURE IS 7.7 PERCENT.
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ON THE PERSONAL SIDE, EVERYBODY'S PAYCHECK INCREASES BY
A FEW DOLLARS EACH MONTH AS A RESULT OF THE CUT, AND EVEN
THAT IS TILTED TO FAVOR THE HIGHER INCOME PEOPLE.
SURE, SOME OF THAT WILL GO INTO SAVINGS. BUT WILL ENOUGH
GO.INTO SAVINGS TO MAKE SUCH A HUGE CUT WORHT IT?
A LOT OF PEOPLE ARE ASKING THAT QUESTION.
A LOT OF PEOPLE THINK THAT MUCH OF THE MONEY WILL GO INTO
CONSUMPTION WHICH WILL DRIVE UP INFLATION AGAIN.
I REMAIN COMMITTED TO THE IDEA THAT WE SHOULD BRING SPENDING
UNDER CONTROL FIRST BEFORE CUTTING OUR SOURCES OF REVENUE.
I BELIEVE WE SHOULD GIVE BUSINESSES INCENTIVES. I BELIEVE THAT
A PERSONAL INCOME TAX.IS NEEDED TO PROVIDE RELIEF. BUT WE
CAN AFFORD SOME FLEXIBILITY.
I BELIEVE WE NEED A STRONG DEFENSE, BUT I DO NOT THINK
THAT ANY SECTOR OF OUR BUDGET CAN BE IMMUNE FROM FINANCIAL
CONSTRAINT.
WE NEED TO LOOK OVER THE TAX CUT PACKAGE THAT WE APPROVED,
WE NEED TO CLOSE UP LOOPHOLES AND SOME DAY POSSIBLY ALTER OUR
BASIC STRUCTURE TO MAKE IT FAIRER.
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THIS IS WHAT WE MUST DO. WE SHOULD DO IT IN A BI-PARTISAN
WAY.
AND I SHALL CONTINUE TO WORK IN CONGRESS TO TRY TO EASE
INTEREST RATES BY ADJUSTING OUR PROGRAMS IN A WAY .THAT WILL
ACHIEVE OUR ECONOMIC RECOVERY OBJECTIVES MORE SENSIBLY.
MODIFYING THE TAX CUT IS ONE VIABLE AND REAL WAY TO DO THAT.
I SHALL CONTINUE TO EXPLORE THAT AVENUE AND ALL AVENUES IN
AN EFFORT TO HELP YOU,
THANK YOU.
(IN CLOSING, YOU MIGHT WANT TO MAKE A REFERENCE TO THE SHOW OF
HANDS. IF THEY SUPPORTED YOU, FINE. IF THEY OPPOSED A ROLL-BACK,
YOU CAN CITE THE DIFFICULTIES IN IMPLEMENTING PROGRAMS WHICH
HURT THE INDIVIDUAL.)
